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Section A — Multiple Choice Questions 
(Each question is worth 2 marks, for a total of 40 marks) 


Candidates MUST answer ALL TWENTY (20) multiple choice questions on the Answer Sheet 


provided on Page 10. Answer all questions by circling the most appropriate answer. 


Question (1) 


Which of the following financial institutions focuses on pooling funds of investors? 


A. Finance companies. 
B. Unit trusts. 
C. Depository financial institutions. 
D. Investment banks. 
E. Insurance companies. 
Question (2) 


A requirement that a borrower cannot sell certain assets before repaying bond holders is known as 
which of the following? 


A. — Crystallised assets. 

B. _Unpledged assets. 

C. A fixed charge. 

D. A floating charge. 

E. — Sinking Fund. 
Question (3) 


How does a shareholder benefit from receiving franked dividends? 


A. — The franking credit will reduce the amount of tax paid on the dividend. 
B. When the shareholder's marginal tax rate is greater than the company tax rate they do not 
pay tax on the dividend. 
C. They do not have to pay tax on the grossed-up dividend amount. 
D. The size of their dividend will be larger than the grossed-up dividend amount. 
E.  Franked dividends are larger than the unfranked dividends 
Question (4) 


Cash flow to creditors (debt holders) is defined as: 


MOOW > 


dividends paid out less net new equity raised. 
net profit after tax less retained earnings. 
interest paid less net new borrowings. 
interest paid plus net new borrowings. 
dividends paid plus net new equity raised. 
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Question (5) 


The Du Pont identity can be totally defined by which one of the following? 


A. — return on equity, total asset turnover, and equity multiplier. 

B. — equity multiplier and return on assets. 

C. _ profit margin and return on equity. 

D. _ total asset turnover, profit margin, and debt—equity ratio. 

E. equity multiplier, return on assets, and profit margin. 
Question (6) 


A common-size balance sheet helps financial managers determine: 


A. — which customers are paying on a timely basis. 
B. _ if costs are increasing faster or slower than sales. 
C. if changes are occurring in a firm's mix of assets. 
D. if firm is generating more or less sales per dollar of assets than in prior years. 
E. _ the rate at which the firm's dividends are changing. 
Question (7) 


If you invest $5000 now, and your investment pays 12% per annum, how much will you have in three 
years if compounded annually (to the nearest dollar)? 


A. $7,025. 
B. $14,821. 
C. $6,852. 
D. $8,014. 
E. $5,619. 
Question (8) 


Suppose you need to pay your air-ticket of $2400 for a European trip next year. If you deposit money 
now, you can earn 7% per annum. How much do you need to invest today? 


A. $1759. 
B. $1968. 
C. $2000. 
D. $2151. 
E. $2243. 
Question (9) 


The interest rate used to calculate the present value of future cash flows is called the: 


compound interest rate. 
present value factor. 
future value factor. 
current yield rate. 
discount rate. 
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Question (10) 


Budvar-brewery company expects to receive the following cash inflows: $35,000 three years from 
now, $50,000 five years from now and $80,000 eight years from now. If the interest rate over the 
whole period is 8% per annum, compounded quarterly, the total present value of these cash flows (to 
the nearest dollar) is: 


A. $86,433. 
B. $103,696. 
C.. $152,777. 
D. $99,998. 
E. $105,035. 


Question (11) 


A series of cash flows over a fixed period of time of equal amount, equally spaced in time is called: 


A. a perpetuity. 

B. a present value factor. 
C. an annuity. 

D.  aconsol. 

E. an effective annual rate. 


Question (12) 


A credit card has an APR of 18 per cent and charges interest monthly. The effective annual rate on 
this account will: 


be less than 18 per cent. 

be less than or equal to 18 per cent. 
equal 18 per cent. 

be greater than or equal to 18 per cent. 
be greater than 18 per cent. 
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Question (13) 


How much money does Suzie need to have in her retirement savings account today if she wishes to 
withdraw $25,000 a year for 30 years? The first payment will start 1 year from now. She expects to 
earn an average rate of return of 6 per cent. 


A. $324,642.24. 
B. $331,288.67. 
> 333,333.33. 
D. $340,025.00. 
E. $344,120.78. 
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Question (14) 


M & P Limited is considering two mutually exclusive capital projects, A and B. The project will have 
the following IRR and NPV (calculated at the company's cost of capital of 8.50%). 


Project A Project B | 
IRR 13% 
INPV $250 000 $200 000 


Which project should be chosen and why? 


project B; because it pays back faster. 

project B; because it has higher IRR. 

project B; because its IRR exceeds the company's cost capital. 
project A; because it has lower IRR. 

project A; because it has the higher NPV. 
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Question (15) 


The net present value rule states that you should accept a project if the NPV: 


is equal to zero or negative. 
exceeds the required rate of return. 
is less than 1.0. 

is positive. 

exceeds the initial cost. 
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Question (16) 


Which one of the following defines the internal rate of return for a project? 


a discount rate that creates a zero cash flow from assets. 

a discount rate which results in a zero net present value for the project. 

a discount rate which results in a net present value equal to the project's initial cost. 
a rate of return required by the project's investors. 

the project's current market rate of return. 
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Question (17) 


The incremental cash flows of a project can best be defined as the difference between a firm's 
with and without the project. 


net worth. 

net income. 

present cash flows. 
future cash flows. 
operating cash flow. 
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Question (18) 


The amount by which a firm's tax bill is reduced as a result of the depreciation expense is referred to 
as the depreciation: 


A. _ tax shield. 

B. credit. 

C. erosion. 

D. opportunity cost. 
E. adjustment. 


Question (19) 


When a financial market reflects all the available information in the prices of the 
securities, the market is referred to as a(n): 


normal distribution. 
primary market. 
efficient capital market. 
delayed reaction market. 
current yield market. 
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Question (20) 


The higher the standard deviation of a security, the the expected rate of return and the 
the risk. 

A. — lower; lower. 

B. lower; higher. 

C. higher; lower. 

D. higher; higher. 

E. more constant; more constant. 


FIN101, Trimester 2 2014 


Section B 


(Each question is worth 12 marks, for a total of 60 marks) 


Candidates MUST answer all FIVE (5) questions in the Answer Book provided. 


Question (21) 


You are trying to compare the financial performance of your firm to that of similar firms using 
financial statements and financial ratios. What are some of the key problems you might encounter in 
doing this comparison? 


Question (22) 
Identify the types of bonds that are traded in the Australian bond market and explain their differences. 


Why do corporations seek to raise debt funds direct from the capital markets? Why do investors 
provide debt funds directly to the market? 


Question (23) 
You purchase a house today for $250,000. You pay a 10% deposit and borrow the remainder. 
(a) If repayments for the borrowing are made each month over the next 20 years, what will be 


the monthly repayment assuming an interest rate of 6% p.a. 
(b) If you pay off $2,000 per month, how long will it take to repay the loan? 


Question (24) 


Assume the risk-free rate is 6% p.a. and the expected return on the market is 9% p.a. An investment 
analyst provides you with the following estimates of beta and an analyst’s estimate of the expected 
return of three stocks: 


Stock Beta Analyst’s Expected Return 


A 1.15 11.0% 
B 0.7 10.0% 
C 1b 10.5% 


(a) What is the expected return of each stock as predicted by the CAPM? 

(b) Relative to the CAPM’s predictions, indicate whether each stock is overpriced, 
underpriced, or correctly priced by the analyst? 

(c) If after one year stock A’s actual return is 8%, does this prove the CAPM is wrong? Why? 


Question (25) 


The total risk of a financial asset is defined to be the sum of that assets systematic risk and non- 
systematic risk 


(a) Describe what is meant by systematic risk. 

(b) Describe what is meant by non-systematic risk. 

(c) Explain the impact of diversification on both of these forms of risk on a portfolio of 
financial assets. 


Formulas 


NWC = Current assets - Current liabilities 

DPS = Dividends / Shares outstanding 

Average tax rate = Total tax / Net income 

OCF = EBIT + Depreciation - Taxes 

Net capital spending = NFAend - NFAbeg + Depreciation 
Change in NWC = NWCend - NWCbeg 

Change in NWC = (CAend - CLend) - (CAbeg - CLbeg) 
Cashflow to creditors = Interest paid - Net new borrowing 
Cashflow to creditors = Interest paid - (LTDend - LTDbeg) 
Cashflow to shareholders = Dividends paid - Net new equity 


Cashflow to shareholders 
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= Dividends paid - (ordinary equityend) - (ordinary equitybeg) 


Cashflow from assets = Cash flow to creditors + Cash flow to shareholders 


Cashflow from assets = OCF - Change in NWC - Net capital spending 


Current ratio = Current assets / Current liabilities 


Quick ratio = (Current assets - Inventory) / Current liabilities 


Profit margin = Net income / Sales 

ROA = Net income / Total assets 

ROE = Net income / (Total assets - Total debt) 

Receivables turnover = Credit sales / Receivables 

Days’ sales inreceivables = 365 days / Receivables turnover 
Payables turnover = Cost of goods sold / Payables balance 
Days’ sales in payables = 365 days / Payables turnover 
Inventory turnover = COGS / Inventory 

Total debt ratio = Total debt / Total assets 

Equity multiplier = 1 + D/E 

Net income = Addition to retained earnings + Dividends 
EPS = Net income / Shares outstanding 

Dividends per share = Total dividends / Shares outstanding 


Book value per share = Total equity / Shares outstanding 


Market — to — book ratio = Share price / Book value per share 


PE ratio = Share price / EPS 


Sales per share = Total sales / Shares outstanding 


ROE = (Profit margin) (Total asset turnover)(Equity multiplier) 


ROE 
ROE 


(ROA) (Equity multiplier) 
Net income / Total equity 


ROA = (Net income / Sales)(Sales / Total assets) = Net income / Total assets 


Internal growthrate = [(ROA)(b)| /[1- (ROA)(b)] 


Sustainable growth rate = [(ROE)(b)]| /[1- (ROE)(b)| 
ROE = (Profit margin) (Total asset turnover)(Equity multiplier) 
b = 1- (Dividends/Net income) 

{Note: b is retention ratio also known as ploughback ratio). 
Dividend payout ratio = Dividends / Net Income = 1- b 
FV =PV+PVxnxt 
FV =PV(1+r)! 
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SECTION A —- MULTIPLE CHOICE ANSWER SHEET 


Please circle your answer for respective question. 


Question Please Circle Your Answer 
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Please remember - This examination question paper MUST BE HANDED IN. Failure to do so may 
result in the cancellation of all marks for this examination. 


Writing your name and number on the front will help us confirm that your paper has been returned. 
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